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CHAPTER 1
INTRODUCTION AND SUMMARY

Reforming health care is currently high on the public policy agenda, in large
part because of the continued rapid growth in national health expenditures.
Health spending absorbed 14.0 percent of gross domestic product (GDP) in
1992, up from 5.9 percent in 1965. Deficit reduction, another focus of public
policy, is also closely linked to health reform because the projected rise in
federal health costs is the major reason for pessimism regarding the long-term
budgetary outlook. The Congressional Budget Office (CBO) projects that, if
current trends and policies continue, the federal deficit will climb to $456
billion, or 5.3 percent of GDP, by 2000. By contrast, if federal spending for the
major health entitlements could be held to its current share of GDP, the deficit
in 2000 would be half as large.

Another goal of health care reform is to extend health insurance
coverage to many or all of the 35 million Americans who are now uninsured.
Increasing coverage, however, will place further demands on the federal
Treasury and exacerbate the difficulties of controlling costs. Greater control
over health care spending is also likely to require significant changes in the
health care system--changes that may limit desirable features such as freedom
of choice of insurance plans and providers, rapid access to new technologies
and treatments, and high levels of research and development.

The 103rd Congress will be considering a wide range of proposals that
aim to expand access to health care and control costs, while maintaining
quality. These proposals will be judged, in large part, by their estimated effects
on the federal budget, the number of people with health insurance, and the
total amount that the nation spends on health. This paper illustrates CBO’s
approach to preparing such estimates. It does so by examining four health
reform bills introduced during the 102nd Congress:

o H.R. 1300, sponsored by Congressman Russo. The bill would
establish a universal single-payer health insurance plan, modeled
after the Canadian system, and limit spending through a national
health budget.

o H.R. 5502, sponsored by Congressmen Stark and Gephardt, as
ordered reported by the Subcommittee on Health of the House
Committee on Ways and Means. Among other changes, the bill
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would substantially expand Medicaid and Medicare benefits and
establish overall limits on national health expenditures.

o H.R. 5919, introduced by the House Republican leadership and
embodying much of President Bush’s health reform program.
The bill would make health insurance premiums for the self-
employed tax deductiblie, regulate employment-based health
insurance, promote the electronic transmission of health data,
and reform the system of liability for medical malpractice.

0 H.R. 5936, the Managed Competition Act of 1992, introduced by
Congressman Cooper and other members of the Conservative
Democratic Forum (CDF). The CDF bill would restructure the
heaith insurance market by establishing regional health plan
purchasing cooperatives and would create a federal program to
subsidize the purchase of private insurance by low-income
people.

These bills encompass a wide range of proposals--from the incremental to the
comprehensive. Even the simplest one poses challenges to the estimator.
Estimating the costs of these bills requires analysts to address most of the
issues involved in estimating any health insurance legislation that is likely to be
considered by the Congress. In fact, modified versions of these bills have been
or are likely to be introduced in the 103rd Congress.

Each of these four bills aims to make health insurance coverage more
widely available and reduce the rate of growth of spending for health. Some
of the bills would make massive changes to the current system for financing and
delivering health care. Estimates of the effects of such sweeping changes on
overall health care spending, and its components, will necessarily be much less
precise than estimates of incremental changes to existing federal programs.

Nonetheless, estimates of the effects of different approaches to health
reform provide useful comparative information on the relative costliness of, or
the potential savings to be gained from, alternative proposals. The estimates
in this paper, although surrounded by considerable uncertainty, have been
prepared on a consistent basis. This paper summarizes the underlying models
and assumptions.

CBO has reviewed the extensive literature on health insurance, has
prepared numerous papers and memorandums, and has assembled several
panels of experts to evaluate its methodology. The assumptions used in this
paper are considered to be reasonable by a wide range of health analysts. The
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methodology and assumptions will be updated, however, as new information
comes to light and in response to comments and suggestions that are received.

This introduction provides an overview of the major issues involved in
estimating the effects of proposals to reform the financing and delivery of
health care. First, it reviews issues involved in expanding access to health
insurance and health care. Second, it examines the potential effects of
provisions to control the growth of health care costs. Finally, it compares the
effects of the four bills along three dimensions: the federal budget, the extent
of health insurance coverage, and national health expenditures. Subsequent
chapters provide detailed estimates for each of the bills.

ISSUES IN EXPANDING ACCESS TO HEALTH INSURANCE
AND HEALTH CARE

Some of the bills under consideration aim to increase health insurance
coverage by subsidizing the purchase of private health insurance or taking
other measures to reduce its price. In estimating the costs and impacts of such
bills, a critical assumption is the extent to which the purchase of insurance
would rise with a fall in its price. Other bills would place more emphasis on
expanding the coverage of public health insurance programs. In either case,
the expansion of health insurance coverage would increase the demand for
medical care by those who were previously uninsured. Changes in the scope
of insurance or in cost-sharing arrangements would also affect the demand for
care.

mand for Hea ce

The lower the effective price of health insurance, the more health insurance a
consumer will purchase. Economic analysis argues that, in the long run,
workers bear the full cost of employer-provided health insurance through lower
cash compensation and other fringe benefits. This analysis is detailed in the
CBO study Economic Implications of Rising Health Care Costs (October 1992).
For estimating purposes, CBO assumes that an increase or decrease in
employer spending for health insurance would be almost entirely offset by a
decrease or increase in wages. Unlike wages, however, employer-provided
health insurance is not subject to income or payroll taxation. Because of this
tax advantage, the effective price of insurance for a person with employment-
based coverage--in terms of forgone after-tax wages--is reduced by the
employer’s share of the premium times the employee’s marginal income and
payroll tax rate.
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Many studies have attempted to measure the extent to which the
purchase of insurance varies with its effective price. Based on a review of the
literature available in early 1993, the estimates in this paper assume that a 10
percent decrease in the price of health insurance would, in the short run, lead
to a 2 percent increase in the amount of health insurance purchased. In the
jargon of economists, this represents a short-run elasticity of demand of -0.2.
Over the longer run, the elasticity of demand could be as high as -0.6. A
forthcoming CBO paper, "Behavioral Assumptions for Estimating the Effects
of Health Care Proposals,” will describe CBO’s estimating assumptions in more
detail.

The amount of health insurance that people purchase can be viewed as
the result of two separate decisions: whether to buy any health insurance at all
and, if so, how much to buy. Similarly, in the case of employer-provided health
insurance, the employer’s decision to offer insurance can be distinguished from
the employee’s response to the offer. Little reliable information is available,
however, about the effects of price changes on an individual’s decision to
purchase insurance or a firm’s decision to offer it. For the present, CBO uses
the same elasticities to estimate how much more or less coverage would be
purchased and what proportion of a given group would obtain or give up
insurance coverage in response to a change in its effective price. Changes in
price might arise, for example, from increasing or limiting the tax deductibility
of insurance (a feature of several bills), directly subsidizing its purchase (as in
H.R. 5936), or reducing administrative costs.

For this paper, the estimated number of people falling in a given
economic or demographic group is based on data from the 1991 Current
Population Survey (CPS), conducted by the Bureau of the Census, For bills
introduced during 1993, CBO’s cost estimates will use the 1992 CPS.

Demand for Medical Ca

People tend to use more medical care if they have insurance than if they lack
insurance. Reductions in deductibles, coinsurance rates, or other forms of
copayments also increase the demand for care. CBO’s analyses and assump-
tions about the size of these effects are discussed in "Single-Payer and All-
Payer Health Insurance Systems Using Medicare’s Payment Rates" ( April 1993)
and "Behavioral Assumptions for Estimating the Effects of Health Care
Proposals” (forthcoming).

CBO’s estimates of the effect of extending insurance coverage on the
demand for medical care are derived by comparing the use of medical services
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for otherwise similar demographic groups who differ only in whether they had
insurance during the year or not. The comparison uses data from the 1987
National Medical Expenditure Survey, conducted by the Department of Health
and Human Services. The insured are defined as those under age 65 who were
covered by an employment-based plan for the entire year and who had no
public insurance benefits. Similarly, the uninsured are those under 65 who
were without public or private insurance for the entire year. The results of this
analysis suggest that, on average, the amount of services used by the uninsured
would increase by 57 percent if they were covered by a typical employment-
based plan and received no additional public benefits. The percentage increase
in use would be greater for physician services than for hospital services.

CBO’s estimates of the effects of changes in copayment requirements
derive from the RAND health insurance experiment, which ran from 1974 to
1981. The experiment compared plans involving coinsurance rates of zero, 25
percent, 50 percent, and 95 percent. Copayment costs were capped at $1,000
per year or less, depending on a family’s income. On average, the experiment
found that covered medical expenditures were 23 percent higher with no
coinsurance than with coinsurance of 25 percent. These estimates assume that,
in total, covering uninsured people under a health insurance plan with nominal
coinsurance would increase their use of health care service by 80 percent.

orms of the Insurance Market

Several bills would regulate the market for health insurance in ways designed
to make insurance more widely available. Proposals in this category include
assuring that no group or individual could be denied insurance (termed open
enrollment), guaranteeing renewal of existing policies, prohibiting exclusion of
preexisting health conditions, and requiring that an insurer charge all
purchasers the same rates regardless of health status (community rating).

Such reforms would reduce the price of insurance for some individuals
or groups but would increase the price of insurance for others. CBO therefore
estimates that the reforms, by themselves, are likely to have little effect on the
extent of private health insurance coverage, although the mix of people covered
would shift toward higher-risk individuals. Some firms employing above-
average risks would be encouraged to purchase insurance, but some firms with
below-average risks might drop coverage. Private health expenditures would
increase modestly because the newly insured high-risk people would demand

additional health care.
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Many large firms that provide health benefits to their employees do not
purchase health insurance from an outside carrier. Instead, the firms
themselves bear the risk of paying for their employees’ health expenses. These
firms (called sel-insured firms) employ about one-third of full-time employees
with health care coverage. Excluding self-insured firms from any proposed
reforms in the market for health insurance would diminish the effectiveness of
those reforms. If self-insured firms were not included in a community rating
plan, for example, they would continue to have an incentive to employ people
with expected health costs that are below average.

Increases in Payment Rates

Some proposals aim to increase the access to health care for beneficiaries of
Medicaid--the federal/state program of medical assistance to low-income
people--by increasing the program’s payment rates. At present, according to
CBO’s extrapolation of data from the Physician Payment Review Commission,
Medicaid reimburses physicians at only about 65 percent of the rates in
Medicare. As a result, it is argued, many physicians are unwilling to accept
Medicaid beneficiaries as patients. According to data from the Prospective
Payment Assessment Commission, however, the difference in payment rates for
hospitals between Medicaid and Medicare is small.

ISSUES IN CONTROLLING HEALTH CARE COSTS

Several proposals are aimed primarily at controlling the costs of health care
and health insurance. To the extent that any of these proposals succeeded in
limiting the growth of costs, they would also increase access to health care by
constraining the rise in insurance premiums and reducing out-of-pocket costs.
Proposals in this category include achieving administrative savings through
using common claims forms and expanding the electronic processing of claims,
reforming laws governing medical malpractice, encouraging greater use of
managed care, instituting a system of managed competition, and imposing price
controls or global budgets on spending for health care,

Admipistrative Savings

Several bills attempt to reduce the administrative costs of health insurance by
requiring electronic processing of claims; establishing a clearinghouse for
processing claims; or standardizing insurance claims forms, electronic medical
data, and procedures for reviewing utilization and reporting costs.
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The CBO staff memorandum "Single-Payer and Al-Payer Health
Insurance Systems Using Medicare’s Payment Rates” (April 1993) reviews the
administrative savings that might ultimately be achieved under several
alternative systems of health insurance. The greatest reduction in administra-
tive costs could be achieved by a Canadian-style single-payer system, in which
hospitals would be funded by global budgets, one insurer would pay other
providers using a standard set of fees, and no copayments would be required
of patients. Requiring copayments would reduce the use of health care
services, but would also reduce the administrative savings because providers
would have to bill the insurer or patient. Requiring providers to deal with the
current number of insurers would erode the savings still further, even with
uniform rates for all insurers (termed an all-payer system).

Except for H.R. 1300, the bills discussed in this paper do not go as far
in standardizing administrative practices as does an all-payer system, because
they would not establish uniform payment and copayment rates. In addition,
the estimates in this paper attempt to reflect transition costs as well as
potential savings. Although administrative costs could be reduced in a fully
implemented system, it might be necessary to increase administrative costs in
the short run to achieve savings later.

These bills also do not assure that the number of insurance claims
handled electronically would rise above the baseline estimates. Both the
Medicare and Medicaid programs are encouraging electronic claims processing,
and the percentage of claims handled electronically is growing from year to
year. Standardized claims forms are also being encouraged in the private
sector. The American National Standards Institute recently approved a
standard health insurance form that heaith insurance companies are expected
10 use.

Finally, many of the bills would impose additional requirements on
insurers or health care providers or create additional administrative agencies.
As a result, CBO estimates that incremental changes in administrative practices
would not reduce either insurers’ or providers’ administrative costs. The single-
payer plan established by H.R. 1300 would reduce administrative costs
substantially, however, and the health plan purchasing cooperatives created by
H.R. 5936 would reap some economies of scale in providing insurance to
individuals and small groups.
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Malpractice Reform

According to the available evidence, changes in the medical malpractice
liability system could affect both total spending for malpractice premiums and
the distribution of those premiums, but the impact on national health
expenditures would be small. Malpractice premiums paid by all providers in
1990 totaled about $8 billion, or 1 percent of national health expenditures.
Moreover, the development of practice guidelines and other efforts to
standardize malpractice awards could result in more compensation for certain
types or cases of malpractice as well as less compensation for others.

The existing evidence on the prevalence and costs of defensive medicine
suggests that the potential to achieve savings is limited in this area, too. If the
malpractice system were changed, much of the care that is perceived as
defensive medicine would probably still be provided for other reasons, such as
reducing diagnostic uncertainty. Therefore, the estimates in this paper assume
no reduction in national health expenditures as a result of the proposed
reforms in malpractice insurance.

Managed Care

Managed care comprises any type of intervention in the delivery and financing
of health care that is intended to eliminate unnecessary and inappropriate care
and thereby to reduce costs. Forms of managed care include several kinds of
health maintenance organizations (HMOs), numerous forms of utilization
review, and various arrangements that are based on specified networks of
providers.

Fully integrated HMOs with their own delivery systems are the forms of
managed care for which demonstrated cost savings are the greatest. CBO has
estimated that staff- and group-model HMOs reduce personal heaith
expenditures by 15 percent from their levels under traditional private health
mnsurance with typical coinsurance. Some recent studies suggest that other
types of HMOs, such as independent practice associations, may also reduce
health care costs, but the evidence is less conclusive. There is little evidence,
however, that even effective HMOs have succeeded in reducing the rate of
growth of health spending.

The estimates in this paper assume that enrolling additional people in
all types of HMOs will, on average, reduce their use of health care services by
7'z percent. Using an average figure allows the estimates to be consistent with
a range of assumptions about the growth in various types of managed care
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arrangements and the amount of savings associated with each one. More
information on managed care may be found in a CBO staff memorandum, "The
Potential Impact of Certain Forms of Managed Care on Health Care
Expenditures" (August 1992).

Managed Competition

Managed competition is the central feature of proposals to restructure the
health care market in ways that would create incentives for consumers to be
more cost-conscious in their decisions about insurance and health care.
Increased cost-consciousness by consumers would give insurers and providers,
in turn, the incentives to become more cost-conscious and efficient.

Many different proposals have been put forth under the "managed
competition" umbreila. Some proposals of this kind could reduce health care
costs, and others would have little effect. A recent CBO study, Managed
Competition and Its Potential for Reducing Health Expenditures (May 1993),
identifies features that would help maximize the savings in national health
expenditures under that approach. These elements inciude:

0 The creation of regional organizations (for example, health
insurance purchasing cooperatives, or HIPCs) that would
oversee and operate the restructured insurance market and help
consumers make better informed choices;

0 Limitations on the tax-exempt amount of employee health
benefits and a requirement that employers contribute no more
than a fixed dollar amount toward their employees’ health
benefits;

0 Standardized benefits and copayment rules, with a prohibition on
supplemental insurance that would cover out-of-pocket costs
under the standard package;

0 The availability of uniform, reliable data on costs, outcomes, and
quality;

0 Universal insurance coverage arranged through the HIPCs;

0 The requirement that insurers offer open enrollment periods and

base premiums on community rating;
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0 An accurate method to adjust for differences among insurers in
the health status of their enrollees; and

o A significant reduction in the number of insurers and the
creation of insuring organizations that would offer substantially
nonoverlapping networks of affiliated providers.

Onmitting some of these elements from a proposal for managed competition
would significantly lessen its potential effectiveness. Moreover, even if a
managed competition plan contained all these critical elements, the effects of
restructuring the market for health insurance would occur over an extended
period of time.

In the short run, however, managed competition could achieve savings
in two ways. First, greater cost-consciousness could cause people to shift from
fee-for-service medicine into health maintenance organizations. Second,
limiting the tax-exempt amount of employee health benefits would encourage
workers to choose insurance with more limited coverage and higher cost
sharing, which would also tend to reduce their health expenditures.

CBO’s estimate of the number of people who would join HMOs under
a managed competition plan draws on the experience of California and
Wisconsin--states whose health insurance programs for public employees bear
some similarities to managed competition. These states offer each employee
a choice of health insurance plans but pay only a fixed amount for coverage.
If the employee wishes to choose a relatively expensive plan, the extra cost
must be paid entirely out of the employee’s own pocket. Choosing an
indemnity insurance plan can cost an employee with a family an extra $200 or
so a month. Not surprisingly, 74 percent of employees covered by the
California plan and over 85 percent of Wisconsin’s employees are enrolled in
health maintenance organizations. Based on this experience, this paper
assumes that, under the managed competition plan in H.R. 5936, three-
quarters of the nonpoor urban population would ultimately choose HMOs.

Price Controls

Price controls could reduce both the level and the rate of growth of health care
spending, but their impact would be partially offset because evidence suggests
that providers would increase the volume of services or change billing practices
to recover Jost revenues. In addition, price controls that applied to only one
segment of the market would generally result in higher spending in other
segments of the market.
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For example, if the prices of physician services under the Medicare
program were reduced 10 percent, Medicare’s spending for these services
would drop 5 percent. This estimate reflects the assumption that physicians
would offset about half of their potential revenue loss through increased
Medicare volume. If providers attempted to keep their overall revenues
constant, spending on physician services by the non-Medicare population could
also rise, especially if physicians were able to raise fees outside Medicare. As
a result, although Medicare’s spending for physician services would decline 5
percent, that reduction might not significantly affect the level of national health
spending.

For hospitals that would lose revenues from a change in Medicare,
CBO’s usual estimating assumption is that about 10 percent of the revenue loss
would be offset by changes in billing practices. The estimates also assume that
the volume of physician or hospital services does not decline in response to
policy changes that increase revenues.

Limits opn Exmnﬂimrgs

Legislation that provided for prospective budgets for hospitals, expenditure
targets for physicians, or caps on overall national health spending would involve
major changes in the health care system, but could substantially reduce the rate
of increase in health spending. To be effective, however, the legislation would
have to include specific details on the mechanisms for setting, monitoring, and
enforcing the limits.

CBO’s approach to estimating the potential impact of limits on
expenditures in legislative proposals is to examine the proposal with respect to
both the stringency of the limits and the specified enforcement mechanisms.
Based on its best judgment, CBO then assigns a rating for effectiveness, with
a fully effective limit receiving a 100 percent rating and a completely ineffective
proposal receiving a rating of zero. Because the choice of an effectiveness
rating is difficult and imprecise, the intermediate ratings used in this paper are
limited to 75 percent, 50 percent, and 25 percent. The estimated savings for
any expenditure limit equals the difference between the limit and the projected
costs of the system without the limit, multiplied by the effectiveness rating.

Based on its assessment of the evidence of the effectiveness of limits on
expenditures as they have been applied in the United States and in other
countries, CBO believes that the likelihood of success increases with uniform
payment levels and centralized claims processing, restrictions on the ability to
purchase health care outside the regulated system, and global budgeting for



12 ESTIMATES OF HEALTH CARE PROPOSALS FROM THE 102nd CONGRESS  July 1993

hospitals and other institutions. In addition, a continuously adjusting
mechanism for paying physicians, as has been used in Germany and in some
Canadian provinces, and budgeting or rate setting that applies to all providers
and services would be most effective in enforcing the limits. A good data
system with uniform reporting by all providers to allow quick feedback would
also be an important component of an effective strategy for limiting health
expenditures.

Interactions Among Provisions

Although provisions designed to expand access to health care or to control its
costs have been discussed separately, all of the proposed changes would
interact with each other. For example, the choices made by consumers in
restructured markets for insurance, the prices charged and the volume of
services provided by physicians and hospitals in response to increased demand,
and the response of providers to price controls or global budgets are interrelat-
ed in complex ways. CBO’s estimates attempt to take account of these
interrelationships, but such behavioral changes are difficult to predict when
many aspects of the health insurance and health care systems are changing at
once.

SUMMARY OF THE ESTIMATES

This section summarizes the effects of the four bills on the federal budget,
health insurance coverage, and national health expenditures. The budgetary
effects of the bills are shown as changes from CBO’s baseline budget
projections of March 1992, as described in the CBO study An Analysis of the
President’s Budgetary Proposals for Fiscal Year 1993. The baseline projections
of national health expenditures and insurance coverage are detailed in the
CBO study Projections of National Health Expenditures (October 1992). The
baseline projections all assume a continuation of current policies and trends.
Estimates for bills introduced during 1993 will reflect CBO’s most recent
budget baseline, including any new legislation, and updated projections of
national health expenditures.

timated Budgeta ts

By design, the four bills would affect federal spending in widely varying
amounts (see Table 1).



CHAFPTER I INTRODUCTION AND SUMMARY 13
TABLE 1. FEDERAL BUDGETARY EFFECTS OF HEALTH LEGISLATION
(By fiscal year, in billions of dollars)
1994 1995 1996 1997 1998 1999 2000
H.R. 1300 (Russo)
Outlays 0 406 618 649 676 702 727
Revenues 0 317 467 498 532 568 607
Deficit 0 89 151 151 144 134 120
H.R. 5502 (Stark-Gephardt)
Outlays 0 -1 -3 8 13 11 20
Revenues 0 -1 -2 -1 a a 1
Deficit o a -1 9 13 11 19
H.R. 5919 (Michel)
Qutlays a a a a a a a
Revenues a -1 -1 -2 -3 -3 -4
Deficit a 1 1 2 3 3 3
H.R. 5936 (Cooper)
Outlays 0 25 30 27 22 15 11
Revenues 6 11 8 10 10 11 11
Deficit -6 14 22 17 12 5 -1

SOURCES: Congressional Budget Office; Joint Committee on Taxation.

NOTE: The changes in outlays include changes in authorizations of appropriations for discretionary programs that
would not be counted for pay-as-you-go scoring under the Budget Enforcement Act.

a Less than 3500 million.




14 ESTIMATES OF HEALTH CARE PROPOSALS FROM THE 102nd CONGRESS  July 1993

o H.R. 1300, by establishing a universal singie-payer health
insurance system, would channel about three-quarters of national
health spending through the budget. By 2000, the bill would add
about $725 billion to federal outlays. As with the other bills, the
estimated changes in outlays include changes in discretionary
programs that would not be counted for pay-as-you-go scoring
under the Budget Enforcement Act of 1990.

o H.R. 5502 would increase insurance coverage by expanding
eligibility of low-income people for Medicaid, adding a prescrip-
tion drug benefit to Medicare, and establishing a new govern-
mental health insurance program for children. It also would
curtail Medicare spending by establishing a cap on its rate of
growth. On balance, the bill would raise outlays by about $20
billion in 2000.

0 H.R. 5919 would make incremental changes in current programs
of private insurance. It would reduce federal revenues by
allowing self-employed people to deduct spending on health
insurance from their taxable income and would have a negligible
effect on federal outlays.

0 H.R. 5936 would encourage the purchase of private health
insurance by establishing health plan purchasing cooperatives
and subsidizing the purchase of insurance by low-income people,
but would limit the tax deductibility of health insurance premi-
ums. It would increase federal spending in 2000 by roughly $10
billion.

As will be noted below, however, the effect of a bill on total national health
expenditures--which includes private, state, and local government spending, as
well as federal outlays--does not necessarily parallel its effect on the federal
budget. That is, some proposals may increase federal government spending but
reduce national health expenditures.

Ranking the bills in order of their effect on the federal deficit does not
provide a meaningful comparison. Each of the bills, as introduced, fails to raise
enough additional revenues in each year to pay for the new federal spending
or tax expenditures that it would create. This result, however, is not inherent
in any of the four approaches to health care reform. CBO cost estimates were
not available at the time the bills were introduced, and their authors therefore
did not know how much revenues would be required to pay for their proposals.
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Any of the bills could be made deficit-neutral by adding additional taxes or
reductions in spending.

Health Insura v e

In 1992, 35 million Americans lacked public or private health insurance. CBO
projects that the number of uninsured will rise to 39 million in 2000, assuming
a continuation of current policies and trends (see Table 2). The four bills
would have very different effects on health insurance coverage.

0 The universal, national health insurance planin H.R. 1300 would
cover all 39 million uninsured in 2000.

o H.R. 5502 would increase enrollment in public programs--
Medicaid and a new health insurance program for children--by
18 million in 2000. Of this number, 9 million would be newly
insured. The number of newly insured people would reach 16
milliont in 2002, when the expansion of Medicaid is assumed to
be fully phased in.

o The incremental changes in H.R. 5919 would expand private
insurance coverage by fewer than 1 million people.

o The program of low-income assistance and tax subsidies in H.R.
5936 would lead 20 million of the uninsured in 2000 to purchase
private health insurance coverage. Over 6 million people who
would be eligible for Medicaid under current law, however,
would have their health insurance only partly subsidized and
would choose not to obtain coverage. The net increase in
insurance coverage would be 14 million people.

National Health Expenditures

National health expenditures represent the total amount of spending in the
economy on health-related services. This total may be subdivided into personal
health spending, which consists of all direct spending for patient care (primarily
hospital, physician, drug, and nursing home expenditures), and other health
spending (including administrative, research, and investment costs). Alterna-
tively, national health expenditures may be arrayed by source of funding--pubtic
(federal, state, or local governments) or private (primarily private health
insurance benefits and out-of-pocket spending by consumers).
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TABLE 2. HEALTH INSURANCE COVERAGE
(By calendar year, in millions of people)

Insurance Status 1994 1995 1996 1997 1998 1999 2000
Baseline

Insured 2198 2215 2231 2247 2262 2279 229.4

Uninsured 362 36.8 373 37.9 384 38.8 39.2

Total 2560 2583 2604 2626 2646 @ 266.7 268.6

Increases from Baseline
H.R. 1300 (Russo)

Insured 0 368 373 379 384 388 392
H.R 5502 (Stark-Gephardt)
Insured 0 18 17 19 21 55 94
H.R. 5919 (Michel)
Insured a 01 0l 02 02 02 0.2
H.R. 5936 (Cooper)
Insured 0 89 101 1! 123 136 139

SOURCE: Congressional Budget Office.

a. Less than 50,000.
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National health expenditures totaled an estimated $832 billion in 1992.
In CBO’s October 1992 baseline projections, national health expenditures are
projected to double in eight years, reaching $1.7 trillion in 2000. Of this total,
$869 billion would be spent by private entities, $566 billion by the federal
government, and $244 billion by state and local governments. Two programs,
Medicare and Medicaid, would account for more than three-quarters of the
public spending on health and almost 40 percent of national health expendi-
tures in 2000.

CBO estimates that the two bills that place explicit limits on health
expenditures, H.R. 1300 and H.R. 5502, would both reduce national health
expenditures. H.R. 5936 would increase national health expenditures slightly,
and H.R. 5919 would have an almost imperceptible effect (see Table 3).

Enactment of H.R. 1300 would raise national health expenditures at
first, but would reduce spending about 9 percent in 2000. As the program was
phased in, the administrative savings from switching to a single-payer system
would offset much of the increased demand for health care services. Later, the
cap on the growth of the national health budget would hold the rate of growth
of spending below the baseline. The bill contains many of the clements that
would make its limit on expenditures reasonably likely to succeed, including a
single payment mechanism, uniform reporting by all providers, and global
prospective budgets for hospitals and nursing homes. As a result, the estimate
assumes that the expenditure limit would be 75 percent effective.

CBO estimates that under H.R. 5502, national health expenditures
would fall about 4 percent below the level they would otherwise reach by the
turn of the century. Experience with rate setting in Medicare indicates that
expenditure limits could be reasonably but not totally effective in that program.
The estimate therefore assumes that the limits on Medicare expenditures would
be 75 percent effective. CBO is much less sanguine, however, about the effec-
tiveness of the limits on other health spending, which are assumed to be only
25 percent effective. The savings from the limits on Medicare and other
national health expenditures would be partially offset by provisions in H.R.
5502 that would expand both the covered population and the benefits of
Medicare and Medicaid.

H.R. 5919 would increase national health expenditures by a negligible
amount, primarily as a result of allowing the self-employed to deduct the cost
of health insurance spending from their taxable income. The resulting
expansion of insurance coverage would slightly increase the demand for health
care services.
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TABLE 3. PROJECTIONS OF NATIONAL HEALTH EXPENDITURES,
BY SOURCE OF FUNDS (By calendar year, in billions of dollars)
Source of Funds 1994 1995 1996 1997 1998 1999 2000
Baseline
Private 526 574 625 631 741 803 869
Public
Federal 310 343 380 419 464 513 566
State and local 141 _158 171 188 208 _224 244
Total 977 1,072 1176 1,288 1409 1,540 1,679
Changes from Baseline
H.R. 1300 (Russo}
Private 0 -428 -469 -512 -560 -610 -663
Public
Federal 0 494 529 553 576 598 618
State and local _0 -46 56 -61 19 _92 -105
Total 0 20 5 =27 -63 -104 -150
H.R. 5502 (Stark-Gephardt)
Private 0 -5 -13 22 -38 -57 -90
Public
Federal 0 -2 a 11 16 14 23
State and tocal _0 _a i | -1 ~1 =1 -1
Total 0 7 -13 -12 =23 -44 -67
H.R. 5919 (Michel)
Private a a 2 2 3 3 4
Public
Federal a a a a a a a
State and local 2 -1 -1 -1 2 =2 2
Total a 1 1 1 1 1 2
H.R. 5936 (Cooper)
Private 0 45 45 47 51 56 56
Public
Federal 0 30 29 25 20 13 10
State and local 0 =25 =29 -33 -37 -42 47
Total 0 49 45 40 34 27 19

SOURCE: Congressional Budget Office.

a. Less than $500 million.
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In CBO’s estimation, H.R. 5936 would add about 1 percent to national
health expenditures in 2000. Initially, national health expenditures would
increase by a greater amount because a comprehensive set of benefits would
become available to a larger group than health insurance currently covers. The
growth in expenditures would gradually slow, however, as competition among
insurers encouraged more people to enroll in health maintenance organiza-
tions. After several years, these savings would offset some of the increased
health care costs resulting from extending access to those who currently lack
insurance.

CONCLUSION

This paper has used four bills introduced in the 102nd Congress to illustrate the
issues involved in estimating the effects of plans to reform the health care
system. These estimates, however, relate to specific bills and not to generic
proposals. For example, the estimate for H.R. 1300 would not be applicable
to all single-payer proposals, nor would the estimate for H.R. 5936 apply to all
bills featuring managed competition. In the months to come, CBO will use the
approaches and assumptions outlined in this paper to prepare estimates of
health reform proposals that the 103rd Congress will be considering.






CHAPTER 1T
H.R. 1300, UNIVERSAL HEALTH CARE ACT OF 1991

H.R. 1300 would establish a universal, government-run health insurance
program to replace all other public and private coverage. The bill was
introduced by then-Congressman Martin Russo early in 1991 and received 70
cosponsors. The estimate assumes that the bill would be enacted in 1993 and
that the benefits and tax increases would begin in 1995,

SUMMARY OF THE BILL

The Russo bill would create a single-payer program of national heaith
insurance modeled after the Canadian system. All legal residents would be
eligible for comprehensive health benefits with no out-of-pocket payments.
People would pick their own health care providers, and providers accepting
payments from the federal program would be prohibited from billing patients
for covered services. Total spending would be limited by a national health
budget, which would grow no more rapidly than the economy. The program
would be financed primarily by increases in income and payroll taxes and partly
by contributions from state governments.

Benefits

The benefits provided by the program would include payment for hospital care,
physician and other professional services, nursing home care, home health
services, hospice care, prescription drugs, preventive health services, home and
community-based services to assist people unable to perform two or more
activities of daily living, and any other health services that the Secretary of
Health and Human Services deems appropriate. This estimate assumes that
the Secretary would not cover over-the-counter drugs or most dental care,
eyeglasses, or other durable medical equipment. The bill generally limits
mental health benefits to 45 days per year for inpatient care and 20 visits per
year for outpatient services.

The new program would replace existing public and private health
insurance programs. Medicare, Medicaid, Federal Employees Health Benefits,
and benefits under the Civilian Health and Medical Program of the Uniformed
Services (CHAMPUS) would be terminated. Health benefits for veterans and
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Native Americans would be terminated if they duplicated benefits provided
under the national health insurance program.

Administration and Cost Control

The national health insurance program would be administered by the federal
Health Care Financing Administration. States could choose to administer the
program if they met all the federal requirements. The federal government or
the states could contract with private entities to process claims for payments,
but each state could have no more than one processor.

The Secretary of Health and Human Services would establish annual
state and national budgets for spending under the national health insurance
program. The budgets would include separate amounts for capital spending by
hospitals and nursing homes and for direct medical education. The total
national health budget would be allowed to grow by no more than the increase
in the gross national product for the previous year.

Hospitals and nursing homes would receive periodic payments based on
annual operating budgets, approved by the federal government or the state,
and not on the volume or type of services provided. Payment for home health
services, hospice care, and facility-based outpatient services could be based on
an annual budget, a fee schedule, or an alternative prospective payment
method. Physicians and other professionals would be reimbursed using a fee
schedule similar to Medicare’s resource-based relative value scale. Payments
for other items and services, including prescription drugs, would also be made
on the basis of fee schedules established by the Secretary. The Secretary would
collect the necessary data by establishing a uniform reporting system for health
care providers.

inancin

The program of national health insurance would be financed by increases in
payroll and income taxes, contributions by state governments, and income-
related premiums paid by elderly people.

The limit on carnings subject to the payroll tax for Medicare’s Hospital
Insurance would be eliminated. The tax rate for employers would be increased
to 7.5 percent, but the rate for employees would remain at 1.45 percent. The
tax would also be imposed on state and local government workers not now
covered.
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Personal income tax rates would be increased for those at or above the
current 28 percent marginal tax bracket; a new 38 percent bracket would be
added for individuals with income over $120,000 and couples with income over
$200,000. The portion of Sacial Security benefits subject to income taxation
would be increased from 50 percent to 85 percent. And the tax rate on
corporate income over $75,000 would be increased from 34 percent to 38
percent.

States would be required to make maintenance-of-effort payments equal
to $85 per year per resident, plus 85 percent of the state’s Medicaid payments
in 1993, increased by subsequent growth in the gross national product. People
age 65 or over with income above 120 percent of the poverty level would be
required to pay a premium of $55 per month for long-term care. Both the
state per capita payments and the premium are fixed in the bill and are not
indexed.

ESTIMATED FEDERAL COSTS

H.R. 1300 would place three-quarters of national health expenditures on the
federal budget. Part of the costs of the new national health insurance program
would be offset by repealing Medicare, Medicaid, and other existing federal
health programs. To avoid increasing the deficit, the remaining costs would
have to be covered by additional taxes and payments by states or beneficiaries.
Table 4 summarizes the effects of the bill on outlays, revenues, and the federal
deficit. '

t tjional Ith Insurance Program

CBO estimated the cost of the national health insurance program in the
following three steps:

o Estimate the amount of covered health services in 1994, the year
before the new program would take effect.

o Add the estimated amount of additional health services that
would be demanded under the new program in the absence of
a limit on total health spending, and subtract the estimated
administrative savings.

0 Estimate total spending for 1995 through 2000 based on the
expenditure limit set in the bill and its likely effectiveness.



24 ESTIMATES OF HEALTH CARE PROPOSALS FROM THE 1020d CONGRESS  July 1993

TABLE 4. ESTIMATED BUDGETARY EFFECTS OF H.R. 1300
(By fiscal year, in billions of doflars)

1995 1996 1997 1998 1999 2000

QOutiays
National Health [nsurance Program 627 947 1016 1,085 1,158 1,234
Repeal Medicare® -119 -178 -199 -222 -248 276
Repeal Medicaid -75 -113 -126 -142 -160 -179
Repeal Federal Retiree Health Benefits -4 -5 -6 -7 -3 9
Authorizations of Appropriations® =23 33 35 38 -40 -43
Total, Outlays 406 618 649 676 702 727
Revenues
Increase Hospital Insurance Tax 135 199 210 221 232 244
Income and Payroll Taxes
on Additional Income’ 81 124 139 154 172 191
Payments by States 63 87 91 95 9 104
Increase Individual Income Tax Rates? 17 26 27 28 29 31
Increase Taxation of
Social Security Benefits 5 7 8 9 10 11
Increase Corporate Income Tax Rates 6 11 11 11 12 12
Long-Term Care Premium _9 13 13 13 _13 _l4
Total, Revenues 317 467 498 532 568 607
Deficit
Total Effect of H.R. 1300 89 151 151 144 134 120

SOURCES: Congressional Budgel Office; Joint Committes on Taxation,

a. Includes Medicare premiums and administeative costs.

b Includes repeal of federal employee health benefits, benefits under the Civilian Health and Medical Program
of the Uniformed Services, and most health benefits for veterans and Native Americans. These changes would
not be counted for pay-as-you-go scoring under the Budget Enforcement Acl.

c. Includes effect of interactions with other provisions.

d.  Includes cffect of increased tax rates on eslates and trusts.
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Covered Services. The national health insurance program would cover virtually
all spending on services enumerated in the bill, including hospital care,
physician and other professional services, nursing home care, and home health
services. For these items, the estimate excludes only other private funding
(largely philanthropic contributions} and 20 percent of current out-of-pocket
spending (representing services that the new program would not cover). All
spending on prescription drugs is assumed to be covered.

The bill does not include dental care, vision care, or durable medical
equipment in its list of covered services. The estimate assumes that the Secre-
tary would choose to cover the portion of these services currently paid by
government or private health insurance.

Additional Demand for Services. Under H.R. 1300, spending on health care

would no longer be limited by a person’s income, wealth, or insurance
coverage. Providing health insurance to people who currently lack insurance
and eliminating copayments for those who have insurance would increase the
demand for health services. Expanding the coverage of health care to include
home and community-based services for the disabled would also greatly
increase their use.

The estimated additional dernand for health services under the bill is
generally based on the methodology detailed in CBO’s April 1993 staff
mernorandum, "Single-Payer and All-Payer Health Insurance Systems Using
Medicare’s Payment Rates." Under those assumptions, hospital utilization
would grow by 12 percent over three years if not constrained by the national
heaith budget. The unconstrained demand for physician and other professional
services would increase by 30 percent, and spending on prescription drugs
would increase by 35 percent, over three years. And the demand for nursing
home and home health care would grow by 50 percent over five years. These
figures are weighted averages of the estimated increases in demand on the part
of the currently uninsured, Medicare beneficiaries, Medicaid recipients, and
people with private health insurance coverage. The estimates of unconstrained
demand also assume that spending would increase in proportion to the growth
in the use of health care services.

Adminijstrative Savings. Replacing a variety of private insurers, government
programs, and individual out-of-pocket payments with a single payer would

reduce the costs of administering the health care system. The national health
expenditure accounts, developed by the Health Care Financing Administration,
record administrative expenses in several places. The category labeled
"administration” includes the direct costs of administering government
programs as well as profits, overhead costs, and additions to the reserves of
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private health insurers. The costs of billing for services, filing claims forms,
complying with utilization review, and other administrative requirements are
included in hospital and physician expenditures and other specific categories
of personal health spending.

The estimate assumes that the national health insurance program would
operate with direct administrative costs equal to 5 percent of covered services
in 1995, 4 percent in 1996, 3.5 percent in 1997 and 1998, and 3 percent
thereafter. In comparison, direct administrative costs are projected to be about
7 percent of covered services in 1994 under current law. Medicare’s adminis-
trative cost rate is about 2 percent, and the administrative cost of Canada’s
single-payer system is less than 2 percent of services. Although the adminis-
trative costs of the national health insurance program might eventually fall to
the Canadian level, the estimate assumes that this level would not be reached
within the first six years.

The estimate also assumes that hospitals, nursing homes, physicians,
home health agencies, and other health care professionals could save about 6
percent of their costs by dealing with only one payer and eliminating co-
payments and other billing. These savings would be phased in over two years.
No administrative savings are assumed for prescription drugs, dental and vision
care, and other categories of personal health expenditures.

Efficacy of Expenditure Limits. H.R. 1300 would limit the rate of growth of

spending for the national health insurance program to the rate of increase of
gross national product for the previous year. The present estimate assumes
that this limit, after allowing for the increase in demand for health care services
and the reduction in administrative costs, would be 75 percent effective. The
estimated savings equal the difference between the unconstrained demand
created by the bill and the bill’s expenditure limit, multiplied by its effectiveness
rating of 75 percent.

H.R. 1300 contains many of the elements that, CBO has concluded,
would make its expenditure limit reasonably likely to succeed. The bill
establishes a single payment mechanism and a uniform system of reporting by
all providers of health care. It sets up global prospective budgets for hospitals
and nursing homes. And, by prohibiting participating providers from billing for
covered services, it makes it unlikely that people would purchase health care
outside the regulated system.

Nonetheless, the expenditure limit in H.LR. 1300 is unlikely to be
completely effective. Physicians and other noninstitutional providers would
continue to be paid on a fee-for-service basis, and the bill fails to provide any
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prompt feedback mechanism to assure that increases in the volume of services
would not offset restrictions on their price. The experience of Canada and
France, for example, suggests that price controls alone are not sufficient to rein
in the growth of health care spending over a prolonged period of time.

isti ederal Programs

The new program would replace Medicare, Medicaid, Federal Employees
Health Benefits, CHAMPUS, and most health benefits for veterans and Native
Americans. Medicare benefits, Medicaid, and health benefits for federal
retirees are considered mandatory, and the rest of these programs are
discretionary. The savings from eliminating these programs equals CBO’s
baseline projections of spending, extrapolated through 2000. The reductions
in discretionary programs would not be counted for pay-as-you-go scoring
under the Budget Enforcement Act.

Changes in Revenues

The Joint Committee on Taxation estimated the impact of the provisions of the
bill that would affect federal tax revenues. Three-quarters of the additional
revenue generated by the bill would be raised by increasing the rates of income
and payroll taxes and the amount of earnings or income subject to tax. In
addition, the estimate assumes that most of the money currently paid by private
and public employers for health insurance would be returned to workers in the
form of higher wages. Federal revenues would rise because these additional
wages would be subject to both personal income and payroll taxation.

In CBO’s estimation, the revenues provided by H.R. 1300 are not
sufficient to cover the bill’s spending. The bill specifies that the House
Committee on Ways and Means shall include in the reported bill such
additional revenues as may be required to fund its expenditures. The present
estimate, however, includes only those revenue increases specified in the bill
as introduced.

EFFECT ON NATIONAL HEALTH EXPENDITURES

CBO estimates that enactment of H.R. 1300 would raise national health
expenditures slightly at first but would reduce spending about 9 percent in
2000, The administrative savings from switching to a single-payer system would
offset most of the cost of the additional services demanded by consumers who
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would no longer face any out-of-pocket charges. Over the longer run, the cap
on the growth of the national health budget--assumed to be 75 percent
effective--would hold the rate of growth of spending on covered services below
the baseline.

In addition to reducing national health expenditures in the long run,
H.R. 1300 would shift a vast amount of health spending from the private sector
and state and local governments to the federal sector. The new federal
program would assume virtually all spending now covered by private health
insurance. The only health spending remaining in the private sector would be
out-of-pocket spending for services not covered by the federal program, such
as over-the-counter drugs and most dental care and eyeglasses. State and local
governments would also be relieved of the responsibility for Medicaid and for
public hospitals and clinics. States would be responsible only for maintenance-
of-effort payments to the federal government and various public health
programs.



CHAPTER 111
H.R. 5502, HEALTH CARE COST CONTAINMENT
AND REFORM ACT OF 1992

H.R. 5502 was introduced by Congressman Fortney Pete Stark for himself,
Congressman Richard Gephardt, and several other cosponsors. The Subcom-
mittee on Health of the House Committee on Ways and Means ordered the
bill reported, with amendments, on July 1, 1992, This paper provides an
estimate of the major health reforms contained in Titles 1, II, and I1I of H.R.
5502, as reported. It does not consider the relatively small amendments to
Medicare in Title IV. The estimate assumes that the bill is enacted in 1993 and
therefore delays the effective dates specified in the bill by one year.

Congressman Stark introduced a revised version of H.R. 5502 in January

1993 as H.R. 200 of the 103rd Congress. This estimate refers to H.R. 5502 and
would not apply to H.R. 200.

SUMMARY OF THE BILL

The Health Care Cost Containment and Reform Act would change the current
national health system in three major ways. First, it would attempt to rein in
the growth of health care spending by establishing national limits on health
care expenditures and setting rates for all personal health services. Second, the
bill establishes national standards for health insurance plans and simplifies the
administration of health insurance. Finally, the bill expands benefits under
Medicare and Medicaid and establishes a new federal program to provide
health insurance to all children under age 19.

Cost Containment

H.R. 5502 would establish a budget for national health expenditures, covering
most public and private health spending. Annual budgets would be based on
national health expenditures in the previous year, increased by the five-year
moving average of the annual rate of growth in gross domestic product plus an
adjustment factor. The adjustment factor would gradually be phased out, and
after five years the rate of growth of the health budget would be limited to the

rate of growth of GDP.

The Secretary of Health and Human Services would allocate the total
budget among specified classes of health services, such as inpatient hospital
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care, physician services, and mental health services. In addition, there would
be separate allocations for services covered by the Medicare program and for
expenditures not attributable to Medicare.

The Secretary would establish payment rates for each class of health
service at the levels estimated to be necessary to stay within the national health
budget. Rates would be set separately for Medicare and for other health
spending. Qualified health maintenance organizations would not be subject to
the maximum payment rates. Also, a state could be exempted from the
maximum payment rates if it established its own program to control costs and
provided assurances that spending for health services covered under the state
program would not exceed what expenditures would have been if the maximum

payment rates applied.

Health System Reforms

H.R. 5502 would reform the health insurance and health care industries by
setting standards and requirements for health benefit plans, simplifying the
administration of health insurance, establishing a national program to control
fraud and abuse, and starting to collect data on patient outcomes.

All plans would be prohibited from denying coverage on the basis of a
person’s health status or medical history. Exclusion of coverage for preexisting
conditions would generally be limited to six months. Employers with fewer
than 101 employees would be prohibited from offering a self-insured plan.
Health insurers other than self-insured plans would be required to provide
open enrollment year-round, guarantee renewability of coverage, and charge
all purchasers the same rates regardless of health status. An excise tax would
be imposed on any health plan not meeting the standards established in the
bill.

Several provisions are designed to reduce costs by simplifying the
administration of health insurance. The Secretary would establish uniform
health insurance cards, claims forms, provider numbers, and codes for
procedures and diagnoses. A national health claims network would be
established to receive and process all claims for payment by providers. Public
payers would be required to use the natjonal network, and private payers
would have the option of doing so.
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Expansion of Health Benefjts

The bill would increase access to health care by improving Medicare and
Medicaid benefits, establishing a new federal health insurance program for
children, and extending and expanding the tax deductibility of health insurance
costs for the self-employed.

Medicare would be extended to cover additional preventive health
services, including screening for colon cancer, certain immunizations, and
annual screening for breast cancer. An outpatient prescription drug benefit
would be added to Part B of Medicare, and the Part B premium would be
increased to finance 25 percent of its cost. The drug benefit would be subject
to an annual deductible, initially set at $850, and a copayment of at least 20
percent.

Medicaid benefits would be extended gradually to cover additional
groups of low-income people. Under current law, Medicaid covers all pregnant
women and children under age 6 with family income below 133 percent of the
federal poverty level, and will cover all other poor children by 2002. Under
H.R. 5502, as reported, Medicaid would eventually cover all pregnant women
and children under age 19 in families with income below 200 percent of the
federal poverty level, and all adults under age 65 with income below 125
percent of poverty. To improve the access of Medicaid beneficiaries to health
care services, Medicaid’s payment rates would be gradually raised to 90 percent
of the rates in Medicare. The federal government would fully fund the cost of
these additional benefit payments, except for the cost of long-term care
services; under current law, the federal government and the states share the
costs. Finally, low-income people who are eligible for the Qualified Medicare
Beneficiary program--under which Medicaid pays for Medicare’s premiums,
deductibles, and coinsurance--would be automatically enrolled in the program.

Children not covered by Medicaid would be eligible for a new federal
health insurance program under H.R. 5502. The program would be financed
primarily by beneficiaries’ premiums that would equal the expected value of the
benefits, assuming that all eligible children participated. Benefits would include
all items currently covered under Medicare. In addition, well-child care would
be covered without copayments, and outpatient prescription drugs would be
covered with 20 percent coinsurance. Firms would be permitted to cover all
dependent children under the federal program, instead of under the employer’s
group health plan, if they paid at least 80 percent of the premium. If
employers insured children under their group plan, however, they would not be
permitted to cover children under the new federal program for the following
two years.
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The income tax deduction for 25 percent of health insurance costs for
the self-employed, which expired on June 30, 1992, would be reinstated. After
one year, the deduction would be increased to 100 percent of health insurance
costs.

ESTIMATED FEDERAL COSTS

H.R. 5502 would increase federal spending by adding a prescription drug
benefit and various prevention benefits to Medicare, expanding eligibility for
Medicaid and raising its payment rates, and establishing a new health insurance
program for children. The income tax deduction of health insurance costs for
the self-employed would reduce federal revenues. The federal costs of the bill
would be largely offset by the reduction in Medicare spending resulting from
the proposed expenditure cap. Table 5 summarizes the estimated budgetary
effects of the bill.

Limits on Health Expenditures

H.R. 5502 imposes separate limits on health spending covered by Medicare and
on other health spending. CBO’s estimate assumes that the limit on Medicare-
related spending would be 75 percent effective, but that the limit on non-
Medicare health spending would be only 25 percent effective.

Expenditure limits enforced by rate setting could be reasonably but not
totally effective in controlling Medicare spending. The Health Care Financing
Administration collects most of the data necessary to set rates and track
spending relative to the budgeted amounts. It also has considerable experience
in setting payment rates and estimating the responses of providers. Nonethe-
less, the history of cost control efforts both in this country and abroad strongly
suggests that setting payment rates is not sufficient for achieving full control
over health expenditures. H.R. 5502 does not impose budgets on hospitals,
nursing homes, and other institutional providers of health care. For noninstitu-
tional providers, such as physicians, the bill has neither a provision for
continually adjusting payment rates to assure that the expenditure limits are not
exceeded, nor a mechanism to recover any excess spending that might occur.

The limits on non-Medicare spending are likely to be subject to much
greater leakage and to be far less effective. Participation in the national health
claims network would be voluntary, and the data needed to determine
compliance with the expenditure limits would be incomplete and would not be
available in a timely fashion. States would be permitted to operate their own
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TABLE 5. ESTIMATED BUDGETARY EFFECTS OF H.R. 5502
(By fiscal year, in billions of dollars)

1995 1996 1997 1998 1999 2000
Outlays

Medicare
Expenditure cap -2 -6 -11 -18 -28 -41
Prevention benefits 1 1 1 1 1 1
Prescription drug benefit _0 _0 _l10 _14 14 15
Subtotal -1 -5 a -3 -13 -25

Medicaid
Eligibility expansion 0 0 2 6 14 34
Floor on payments to providers 0 0 2 7 7 8
QMB enrollment 0 _0 1 1 1 1
Subtotal 0 0 5 13 23 43
Health Insurance for Children 0 2 2 2 2 3
Other Mandatory Programs a a -1 -1 -1 2
Authorizations of Appropriations" 1 1 1 1 1 1
Totat, Outlays -1 -3 8 13 11 20

Revenues
Deduction of Health Insurance
for the Self-Employed -1 -2 -2 -2 -3 -3
Effect of Expenditure Caps _a _a 1 _2 _3 _4
Total, Revenues -1 -2 -1 a a 1
Deficit

Totai Effect of H.R. 5502 a -1 9 13 11 19

SOURCES: Congressional Budget Office; Joint Commitiee on Taxalion.

NOTE: QMB= Qualified Medicare Beneficiary program.

a. Less than $500 million.

.  These changes would not be counted for pay-as-you-go scoring under the Budget Enforcement Act.
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systems as long as the growth in health care spending did not exceed what it
would have been under the maximum rates. This calculation would be very
difficult to make, and specific data on states would not exist in usable form for
at least several years. Finally, the bill exempts federally qualified HMOs from
rate setting. Federally qualified HMOs are more broadly defined than group-
or staff-model HMOs and include organizational forms that have not been
shown to be cost-effective.

The allowable increases in Medicare and non-Medicare health spending
were computed using CBO’s projections of the rate of growth of GDP and the
formula specified in the bill. Under these assumptions, the allowable rate of
growth of the two categories of health expenditures would decline from 8.7
percent in 1995 to 5.6 percent by 2000. The savings attributable to the
Medicare cap were estimated to equal 75 percent of the difference between
CBO’s estimate of Medicare outlays under current law and the amounts that
would be spent if the caps were fully effective. These savings grow from $2
billion in 1995 to $41 billion in 2000.

The limit on non-Medicare health spending, assumed to be 25 percent
effective, would produce small savings for the federal budget but much larger
savings for private payers of health care costs. Spending for other federal
health programs, primarily benefits for retired federal employees, would grow
less rapidly, reducing outlays by $2 billion in 2000. Slower growth in health
costs would also reduce employers’ spending on health insurance. CBO
assumes that just under 40 percent of the reduction in non-Medicare costs
would accrue to employer-sponsored health plans; almost all of this reduction
in fringe benefits is assumed to lead to an increase in cash compensation, which
would increase federal income and payroll tax revenues by $4 billion in 2000.

Medicare Benefits

The additional benefits for certain preventive health services and for prescrip-
tion drugs would increase Medicare spending. H.R. 5502 provides that the
expenditure limits for Medicare are to be increased by the estimated cost of
these new benefits.

The cost of the preventive health benefits is based on estimates of the
number of additional medical procedures and the average cost of each
procedure. The total cost of these benefits is estimated to reach $1 billion in
2000, primarily for screening for colon and breast cancer,
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The estimated cost of the prescription drug benefit is based on the
methodology detailed in CBO’s October 1989 study, Updated Estimates of
Medicare’s Catastrophic Drug Insurance Program. The distribution of spending
on prescription drugs by Medicare beneficiaries under current policies is
estimated using the 1987 National Medical Expenditure Survey, adjusted for
underreporting in the survey and for subsequent increases in drug prices and
use. Total spending on prescription drugs by Medicare beneficiaries under the
proposal is increased to reflect additional demand for drugs stemming from
expanded insurance coverage, and reduced because of the limits the bill
imposes on drug prices. Medicare would pay for the portion of this spending
that exceeded the specified deductible and coinsurance amounts. Of the
increase in Medicare spending, 25 percent would be covered by an increase in
premiums paid by beneficiaries, and the remaining 75 percent would have to
be covered by general revenues. All things considered, the net budgetary cost
of the prescription drug benefit would reach $15 billion in 2000.

dicai nefits

Three provisions of H.R. 5502 would increase Medicaid spending--the
expansion of eligibility, the increase in payment rates, and the automatic
enrollment of people in the Qualified Medicare Beneficiary program.

Expansion of Eligibility. H.R. 5502, as reported, would gradually extend
Medicaid benefits to pregnant women and children with income below 200

percent of the poverty level and to adults with income below 125 percent of
poverty. The number of people eligible for these benefits was estimated using
data from the March 1991 Current Population Survey. All pregnant women
and infants who would become eligible for Medicaid and who currently lack
insurance are assurned to participate in the program at the prompting of their
physician or hospital. The participation rate for previously uninsured children
and adults is assumed to be 85 percent. All eligible people who currently carry
private nongroup insurance are assumed to drop that coverage in favor of
Medicaid. Ten percent of eligible children and adults with employer-sponsored
group insurance are also assumed to drop their coverage; half are assumed to
retain their group insurance and also enroll in Medicaid, which would become
the secondary payer to their private insurance. By 2000, Medicaid would
provide benefits to an additional 0.4 million pregnant women, 0.4 million
infants, 9.8 million children, and 6.3 million other adults. Of these, 8.6 million
would be newly insured, and 8.3 million would previously have had private
coverage.
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The expansion of eligibility for Medicaid under H.R. 5502, however,
would not be complete in the year 2000. At that point, Medicaid would cover
all adults with income below 50 percent of the poverty level. By 2002, however,
all adults with income below 125 percen